INTRODUCTION
In corporate America, where ownership is separated from control, managers have broad discretion over corporate resources (Berle and Means, 1932) . Vested with extensive decision-making power, CEOs are constantly subjected to societal calls for expanding their attention beyond equity holders to include '. . . employees, customers, (and) the Keywords: corporate governance; stakeholder management; short-termism; agency theory; corporate social responsibility; shareholder value 262
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The present study examines how corporate governance, defined as a set of mechanisms through which shareholders can limit managerial discretion to pursue ends other than shareholder value (Fama, 1980; Fama and Jensen, 1983; Shleifer and Vishny, 1997) , shapes corporate attention to stakeholders. Attending to stakeholders represents the efforts of the firm to proactively support the interests of primary non-shareholding stakeholders, such as employees, customers, communities, or the natural environment (Clarkson, 1995; Wood, 1991) . How the strength of corporate governance influences firms' attention to stakeholders can be framed within the broader debate about the purpose of the corporation (e.g., Freeman, Wicks, and Parmar, 2004; Sundaram and Inkpen, 2004) .
Two dominant perspectives shed light on the purpose of the firm. The shareholder view posits that firms create value for society by maximizing shareholder wealth (Fama and Jensen, 1983; Jensen and Meckling, 1976) . Corporations either bear no direct responsibility toward non-shareholding stakeholders, given that freely elected governments are the only legitimate actors to redress social problems (Friedman, 1970) , or fulfill their duty implicitly, by maximizing shareholder value to benefit all other stakeholders (Jensen, 2002) . The stakeholder model, in contrast, contends that no one stakeholder, defined as 'any group or individual who can affect or is affected by the achievement of an organization's purpose' (Freeman, 1984: 53) , has a prima facie priority over other groups, and that corporations must balance the interests of all stakeholders (Donaldson and Preston, 1995; Freeman, 1984; Freeman, Harrison, and Wicks, 2007a; Hill and Jones, 1992; Jones, 1995; Post, Preston, and Sachs, 2002) . While each perspective has inspired a separate stream of research on the purpose of the firm, this study suggests that a joint consideration of the insights derived from each view can enhance the understanding of how governance affects corporate attention to non-shareholding stakeholders.
Although informative, previous studies have been largely limited in their conclusions about the influence of governance on corporate attention to stakeholders. First, they have taken into consideration a number of governance mechanisms, such as insider ownership (Atkinson and Galaskiewicz, 1988; Coffey and Wang, 1998; Galaskiewicz, 1997; Jensen and Murphy, 1990; Johnson and Greening, 1999; Kosnik, 1990; Zahra, Oviatt, and Minyard, 1993) , institutional ownership (Coffey and Wang, 1998; Galaskiewicz, 1997; Johnson and Greening, 1999) , and outside director representation on the board (Johnson and Greening, 1999; Wang and Coffey, 1992) . Those mechanisms, however, are inadequate proxies for the balance between managerial decision-making power and shareholder control. For example, CEO ownership amounts to less than 5 percent in more than 90 percent of U.S. corporations (Ofek and Yermack, 2000) , outside ownership is often dispersed (Berle and Means, 1932) , and corporate boards, even ones dominated by outsiders, are frequently ineffective in disciplining the incumbent CEOs (Westphal, 1999) . Given that the discrete governance mechanisms considered in prior studies do not fully reflect the extent of shareholder influence on managerial control over corporate resources, the theoretical implications of the existing findings remain unclear.
Previous studies have further documented mostly empirical associations between governance and corporate attention to non-shareholding stakeholders (e.g., Coffey and Wang, 1998; Johnson and Greening, 1999) , and have fallen short of establishing causality. Though useful in shedding new light on the relation between governance and corporate attention to stakeholders, associations documented in prior research are subject to the problem of reverse causality. For example, a positive relation between corporate attention to stakeholders and insider ownership (e.g., Zahra et al., 1993) may either indicate that managers with higher equity holdings are more inclined to attend to the interests of stakeholders, or that insiders are more likely to acquire higher stakes in stakeholder-friendly firms. Providing insight into cause and effect, though notoriously difficult, is necessary to understand how governance structures shape corporate attention to stakeholders.
The present study seeks to address the limitations of prior research and to provide an additional step toward understanding the effect of governance on corporate attention to stakeholders by examining how takeover protection affects the way organizations cater to the demands of non-shareholding stakeholders. Takeover protection indicates an array of devices, ranging from firm-specific antitakeover provisions in corporate charters to state antitakeover legislation, which aim to protect the firm from being taken over by a hostile acquirer. These devices reduce the influence of the takeover market, considered the major disciplinary mechanism to enforce managerial attention to the stock price (Fama, 1980; Jensen and Ruback, 1983) . By reducing the threat of hostile takeovers and shielding managers from the involuntary turnover that typically follows a change in control (Easterbrook and Fischel, 1981; Walsh and Seward, 1990) , takeover protection increases managerial decision-making power and control over firms' resources.
Examining the relation between takeover protection and corporate attention to stakeholders provides an excellent context in which to evaluate the purpose of the firm through the lenses of the shareholder and stakeholder models. Hostile takeovers have led to a confrontation of the two coexisting ways to conceptualize the purpose of the public corporation, exposing the fundamental tension inherent in our understanding of the theory of the firm (Allen, 1992) . In the context of hostile takeovers, the two views generate conflicting predictions in regard to how managers should allocate corporate resources among the different stakeholders of the firm. The shareholder view predicts that corporate attention to stakeholders decreases with stronger takeover protection. Because the takeover market disciplines otherwise opportunistic managers (Jensen and Ruback, 1983) , takeover protection facilitates managerial self-dealing and deviation from the goal to maximize shareholder value. As managers engage in self-serving activities, shareholder value declines (e.g., Karpoff and Malatesta, 1989; Mahoney and Mahoney, 1993; Pound, 1987) reducing the amount of resources available to cater to the interests of non-shareholding stakeholders (Jensen, 2002) . In contrast, the stakeholder model predicts that managers will be more inclined to attend to non-shareholding stakeholders when protected from takeover threats. Because CEOs focus on short-term horizons when threatened by a hostile takeover, they will refrain from catering to non-shareholding stakeholders, an investment conducive to the creation of long-term shareholder value (e.g., Shleifer and Summers, 1988; Stein, 1988) .
The present study focuses on the enhancement of the Delaware takeover protection as an empirical setting to understand how protection from hostile takeovers impacts corporate attention to stakeholders. Delaware-incorporated firms experienced greater immunity to hostile takeovers when several court decisions jointly weakened the traditionally takeover-friendly regime in the mid1990s. The shift in the Delaware takeover regime provides an ideal setting to study the effect of takeover protection on corporate attention to stakeholders, because Delaware court decisions proxy for a shift in power from shareholders to managers. While firm-specific governance measures, such as insider ownership, adoption of poison pills, classified boards, and dual voting rights are endogenously determined by the firm, the change in legal takeover protection is an exogenous shock that affects all firms incorporated in the state of jurisdiction. Therefore, the joint effect of Delaware court cases represents a unique natural experiment that helps mitigate endogeneity concerns pertinent to governance measures used in prior research.
THEORY AND HYPOTHESES
The purpose of the firm: shareholder and stakeholder paradigms Two theoretical paradigms-the shareholder and stakeholder models-are most relevant to explaining how corporations attend to the interests of their stakeholders. The two models share their understandings of value creation as the process that aims to maximize the welfare of both shareholders and non-shareholding stakeholders, but differ in their prescriptions of how to achieve that goal. The shareholder view posits that managers should focus on maximizing shareholder wealth in order to maximize the sum of the welfare of all stakeholders. The stakeholder view, in contrast, argues that stakeholder welfare is maximized when managers attend directly to all stakeholders without prioritizing the interests of some over the others. Recent interpretations of stakeholder theory further suggest that the shareholder paradigm is subsumed in a broader stakeholder view that admits multiple objective functions (Freeman et al., 2004; Freeman et al., 2007a) . Shareholders represent one of the many stakeholders whose interests are supported by the firm to create value for society. Some firms create value in a narrow way by attending only to shareholders, while other firms create value in a broader way by attending to shareholders and non-shareholding stakeholders.
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Although catering to one stakeholder benefits other stakeholders when the interests of all stakeholders are aligned, making trade-offs among different stakeholders is necessary when their interests conflict. Conflicting interests are most salient in the context of hostile takeovers that benefit shareholders in the short term via above-market stock price premium (Jarrell, Brickley, and Netter, 1988; Jensen and Ruback, 1983) , while decreasing the welfare of other stakeholders (Hirsch, 1987; Shleifer and Summers, 1988) . The wave of hostile takeovers in the 1980s generated widespread public concerns regarding the detrimental effects that takeovers had on nonowner stakeholders (Allen, 1992; Millon, 1990) , raising the fundamental question about the purpose of the corporation and its rightful claimants. Hence, the present study focuses on the hostile takeover context to understand how managers allocate resources among different stakeholders of the firm when the interests of shareholders and other stakeholders conflict. In the following section, I argue that the shareholder and stakeholder views yield opposite predictions about the impact of hostile takeovers on corporate attention to stakeholders.
The shareholder paradigm
The shareholder model regards maximization of shareholder value as an objective that ultimately enhances the welfare of all stakeholders. The core argument that creating shareholder value alone benefits all other stakeholders rests on three key assumptions. First, the firm is a nexus of contracts between the corporation as a legal fiction and its stakeholders (Easterbrook and Fischel, 1991; Eisenhardt, 1989; Fama and Jensen, 1983; Jensen and Meckling, 1976) . The shareholder view assumes that contracts between the firm and the non-shareholding stakeholders are complete. This implies that all future contingencies can be specified by the contractual relationship with the firm (Tirole, 2001) . Consequently, top management has no additional obligation to attend to those stakeholders, as their welfare is already protected by the contracts with the firm. Shareholders, in contrast, bear the residual risk and are thus protected by holding the control rights. Unlike stakeholders, shareholders have an implicit contract with the firm that amounts to their claim on the firm's residual profits and assets (Easterbrook and Fischel, 1991; Williamson, 1985) . Hence, management should attend to shareholders' interests that are not protected otherwise.
The second theoretical assumption underlying the shareholder view suggests that focusing directly on more than one stakeholder requires multitasking and thus impedes the efficient creation of value for all stakeholders. Maximization of shareholder wealth provides a single metric that represents an optimal tool to orient managerial actions and to enhance the welfare of shareholders and nonshareholding stakeholders alike (Jensen, 2002) . The third assumption states that the stock market values the corporation's future economic performance in a rational and unbiased fashion (Fama, 1970) . If managers pursue goals other than maximizing shareholder value, the stock market will react adversely, subsequently reducing the welfare of all stakeholders.
The shareholder model, as described above, has important implications for understanding how governance affects corporate attention to stakeholders. Though the model leaves the creation of shareholder value in managers' hands, it assumes that the interests of managers and stockholders diverge; satisfying stockholders' claims requires maximization of shareholder value, while satisfying management's claims requires maximization of managers' utility function, through the pursuit of power, remuneration, or social status (Jensen and Meckling, 1976) . The takeover market acts as a control device that curbs managers' self-indulgent decision making. If managers deviate from maximizing shareholder wealth, the stock price of their firms will decline, facilitating a hostile takeover that leads to the dismissal of the incumbent management (Manne, 1965) .
Although limited empirical evidence exists to support the theoretical claim that the market for corporate control effectively eliminates inefficient CEOs (e.g., Walsh and Ellwood, 1991) , hostile takeovers nevertheless discipline incumbent mangers in their pursuit of shareholder value, posing a threat to managers' employment and reputation. Takeover protection reduces the disciplining influence of takeover threats, triggering thereby managerial self-dealing. As the stock market reacts adversely to the self-dealing behavior of the incumbent management, the value of firms subject to takeover protection will decline. For example, Karpoff and Malatesta (1989) Mahoney (1993) , Pound (1987) , and Ryngaert (1988) find that shareholder value decreases after firms adopt takeover protection devices. Karpoff and Malatesta (1995) also document that Pennsylvania corporations lost $4 billion in shareholder value after the state passed antitakeover legislation in the 1990s. Shareholder theorists further predict that, as the value of the firm declines, fewer resources will be available to cater to the demands of non-shareholding stakeholders, and those stakeholders will receive a smaller portion of a smaller pie.
In sum, the shareholder model of the firm posits that value for all stakeholders is created most efficiently when managers attend to shareholders' interests, based on the three assumptions:
(1) the interests of non-shareholding stakeholders are secured via contracts with the firm; (2) managers are better at managing a single objective function than multiple objective functions; and (3) the stock market reacts adversely to managerial deviation from shareholder value maximization, leading to a decline in the welfare of shareholders and other stakeholders. Corporate governance mechanisms, such as the takeover market, lie at the heart of the process of value maximization, providing an effective instrument to discipline opportunistic managers who deviate from the pursuit of shareholder wealth. By relieving incumbent managers from takeover threats, takeover protection should lead to a decline in corporate attention to shareholders and stakeholders alike.
Hypothesis 1a: An increase in takeover protection leads to a decrease in corporate attention to stakeholders.
The stakeholder paradigm
The stakeholder model provides a competing prediction about the impact of takeover protection on corporate attention to stakeholders. Compared to the shareholder model, stakeholder theory is built around a different set of assumptions. Whereas the shareholder view considers shareholders to be the dominant group whose interests should be supported to maximize the value of the firm, the stakeholder model contends that managers should balance the interests of all stakeholders (Clarkson, 1995; Donaldson and Preston, 1995; Freeman, 1984; Freeman et al., 2007a; Jawahar and McLaughlin 2001; Jones, 1995; Post et al., 2002) .
The stakeholder paradigm assumes that the welfare of non-shareholding stakeholders cannot be secured via contracts with the firm. Contracts between the firm and its stakeholders are incomplete, as they cannot anticipate all future contingencies (Hill and Jones, 1992; Shleifer and Summers, 1988) . Hence, managers are responsible for catering not only to shareholders, but also to other corporate stakeholders.
Furthermore, unlike the shareholder view, the stakeholder framework does not rely on a single metric to guide managerial decisions. Stakeholder theorists argue that having a single objective enables managers to create value for shareholders at the expense of other stakeholders. For example, firms may fire workers, lower the working standards, pollute the natural environment, and decimate local communities in the pursuit of shortterm shareholder goals (Shleifer and Summers, 1988) . Maximizing the welfare of all stakeholders requires that managers balance and integrate multiple objectives and multiple stakeholders' interests with no prima facie priority of one group of stakeholders over another (Freeman et al., 2004; Freeman et al., 2007a; Jones and Wicks, 1999) . Attending to stakeholders' interests may benefit the firm not only in the short run but also in the long run. Several theoretical views contend that firms that satisfy stakeholders' claims are able to secure intangible resources that enhance firms' ability to create value in the long term. For example, catering to stakeholders has been documented to enhance corporate reputation (Luo and Bhattacharya, 2006; Schnietz and Epstein, 2005; Sen and Bhattacharya, 2001) . Resource-based scholars argue that socially complex and difficult to duplicate resources, such as reputation, legitimacy, trust, and knowledge assets, can enhance and sustain competitive advantage in the long run (Barney and Hansen, 1994; Hillman and Keim, 2001; Teece, 1998) . Furthermore, Turban and Greening (1997) find that corporate attention to stakeholders increases firms' ability to attract and retain superior human resources that have been shown to provide organizations with a sustained competitive advantage (Lado and Wilson, 1994; Pfeffer, 1994) .
266
A. Kacperczyk
Moreover, resource dependence theorists suggest that a stakeholder-friendly orientation enhances long-term corporate success because stakeholders hold the key to resources on which the firm depends for its long-term survival (Caroll, 1989; Pfeffer and Salancik, 1978) . The 'instrumental perspective' on stakeholder theory additionally considers corporate attention to stakeholders a 'wealth creating capacity of the corporation' that helps the firm reduce and control costs over the long run (Freeman, 1984: 255) . Anecdotal evidence further suggests that firms attend to stakeholders' demands in order to reap long-term benefits. For example, the Whole Foods Market states in its Declaration of Interdependence that 'creating and nurturing this community of stakeholders is critical to the longterm success of our company.' 2 That the stakeholder-friendly orientation may enhance the value of the firm in the long term has important implications for understanding how takeover protection impacts corporate attention to stakeholders. If corporate attention to stakeholders is associated with long-term returns, managers will be less likely to cater to stakeholders' demands when pressured to pursue short-term goals. Below, I develop a theoretical argument to suggest that the threat of hostile takeovers exerts pressure on managers to focus on short-rather than long-term outcomes. Conversely, managers relieved from takeover threats are more likely to make long-term investments, such as attending to stakeholders' interests.
Several lines of research indicate that CEOs are likely to prioritize short-over long-term goals when threatened by takeovers. For example, studies in organizational and social psychology have documented that individuals tend to refrain from long-term decision making if subjected to a threat. In a series of studies, Gray (1999) finds that people in threat-related negative emotional states favor choices producing immediate outcomes. Staw, Sandelands, and Dutton (1981) suggest that individuals operating under external threat, defined as 'an environmental event that has impending negative or harmful consequences for the entity,' experience restricted information processing, narrow field of attention and a limited repertoire of solutions, all of which increase the probability of focusing on short-term rather than long-term goals (Staw et al., 1981: 502) . Studies of incomplete contracts further argue that takeover threats lead to a breach of trust between the firm and its management; shareholders are unable to offer credible commitments that they will not tender shares to a hostile raider likely to fire the incumbent management (Shleifer and Summers, 1988) . Insecure about their long-term employment, managers will privilege short-term outcomes and refrain from making long-term decisions.
Finally, the myopic market view indicates that managers refrain from long-term investments because the stock market consistently undervalues long-term outcomes (e.g., Charkham, 1994; Sykes, 1994) . Benefits that accrue to the firm in the long run are more difficult to evaluate by shareholders, because they are associated with greater uncertainty and information asymmetry (Froot, Scharstein, and Stein, 1992; Laverty, 1996) . The threat of hostile takeovers forces otherwise forward-looking managers to prioritize short-term profits that boost the current share price in order to avoid undervaluation of the firm's stock by the market, and to prevent the purchase of the firm on the cheap by a hostile acquirer (Drucker, 1986; Stein, 1988) . Hence, when threatened by hostile takeovers, managers will be less likely to attend to stakeholders to eschew a potential undervaluation of their investments.
Together, these lines of research suggest that managers tend to have short-term horizons when faced with takeover threats. Because attending to the interests of non-shareholding stakeholders enhances the long-term value of the firm, top managers will be less inclined to cater to stakeholders under a takeover threat. Conversely, takeover protection will shift managers' focus from short-to long-term outcomes, resulting in higher managerial attention to stakeholders. Integrating the above arguments leads to the following hypothesis:
Hypothesis 1b: An increase in takeover protection leads to an increase in corporate attention to stakeholders.
Takeover Protection and Corporate Attention to Stakeholders
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stakeholders by setting managers free to invest in the long term, an alternative explanation would suggest that CEOs attend to stakeholders to derive private benefits, and will be more inclined to pursue such goals when shielded from takeover threats. Agency theorists regard managerial attention to non-shareholding stakeholders as a selfmotivated managerial perquisite that advances managers' private goals while draining corporate resources. Managers attend to stakeholders to garner private benefits, such as friendship, love, and respect (Jensen and Meckling, 1976) , to enhance social status, and to contribute to personal prestige, social standing in the community, and upward social mobility in local elite circles (Atkinson and Galaskiewicz, 1988; Galaskiewicz, 1985; 1997) . Attention to stakeholders enables 'self-interested managers. . . to pursue their own interests at the expense of society and the firm's financial claimants. It allows managers and directors to invest in their favorite projects that destroy firm-value whatever they are (the environment, art, cities, medical research) without having to justify the value destruction (Jensen, 2002: 242) . Agency theory further predicts that managerial self-dealing arises when governance is too weak to limit the use of corporate assets by managers (Jensen and Meckling, 1976) . Hence, stronger takeover protection should lead to a greater managerial attention to stakeholders.
This study is an attempt to tease out two mechanisms-relief from short-termism derived from stakeholder theory, and managerial self-dealing derived from the agency view. To that end, I examine the impact of takeover protection on longterm shareholder value. Relief from short-termism and self-dealing are a source of opposite predictions in regard to the effect of corporate attention to stakeholders on shareholder value. If relief from short-termism accounts for an increase in corporate attention to stakeholders under stronger takeover protection, long-term shareholder value should increase, as the stock market incorporates the value of previously undervalued investments. This leads to the following hypothesis:
Hypothesis 2a: Firms that increase their attention to stakeholders following an increase in takeover protection will have higher long-term stock market value than firms that do not increase their attention to stakeholders.
In contrast, agency theory predicts that managerial self-dealing and perquisite consumption increase agency costs (Jensen and Meckling, 1976) , leading to a decline in shareholder value (Jensen and Meckling, 1976; Shleifer and Vishny, 1997) . For example, Yermack (2006) finds that personal use of a company's aircraft by the CEO affects adversely its stock value. If self-dealing is the mechanism underlying the relation between takeover protection and corporate attention to stakeholders, the future stock market value should decline for firms that increase their attention to non-shareholding stakeholders under stronger takeover protection.
Hypothesis 2b: Firms that increase their attention to stakeholders following an increase in takeover protection will have lower long-term stock market value than firms that do not increase their attention to stakeholders.
METHODS
Empirical background
Prior empirical attempts to study the effect of governance and corporate attention to stakeholders have been plagued by concerns about endogeneity. Specifically, the relation between governance and corporate attention to stakeholders is subject to the problem of reverse causality-the relation may be significant not because governance impacts firms' attention to stakeholders' demands, but because firms' attention to stakeholders shapes the quality and structure of their governance mechanisms.
If not addressed, endogeneity may pose methodological and conceptual challenges. For example, endogenous relations may bias coefficients by distorting their magnitude or by showing a significant relation when none exist (Wooldridge, 2001) . Moreover, inferring the direction of causality and establishing causal mechanisms can be conceptually and methodologically difficult when reverse causality is present.
Prior studies have been limited in their attempts to reduce endogenity bias. Though informative, those studies have focused largely on endogenous governance measures-board composition, insider ownership, or executive compensation (e.g., Coffey and Wang, 1998; Deckop, Merriman, and Gupta, 2006; Johnson and Greening, 1999; Zahra 268 A. Kacperczyk et al., 1993) -that pose a challenge for interpreting the findings. For example, insider ownership may increase corporate attention to stakeholders, because managers with higher equity holdings have more power vis-à-vis outside shareholders and are more likely to use their discretion to buy off stakeholders' support (e.g., Zahra et al., 1993) . However, insiders may also increase their ownership in more stakeholder-friendly firms, expecting those firms to perform better in the long run. In another example, outside board representation increases firms' attention to stakeholders because outside directors are more inclined to recognize and advance the interests of different non-shareholding constituencies (e.g., Johnson and Greening, 1999 ). Yet an alternative explanation would suggest that stakeholder-friendly firms are more likely to appoint outside directors to legitimize their pro-stakeholder orientation.
This study seeks to overcome the limitations of prior research by using a natural experiment that can effectively mitigate endogeneity bias (Wooldridge, 2001) . Specifically, I focus on several court decisions in the mid-1990s that reduced the threat of hostile takeovers in Delaware. The impact of the Delaware change in takeover protection represents an exogenous shock to firms incorporated in that state after 1996. Moreover, Delaware provides an ideal empirical setting because half of all publicly traded companies, and even a greater share of the large publicly traded companies, are incorporated in Delaware (Romano, 1993) . Regardless of the location of their physical plants, all Delaware-based firms experienced stronger legal protection from hostile takeovers when several decisions made by the Delaware court jointly reduced takeover threats (Subramanian, 2002) . Communications, Inc. v. Time-Warner (571 A.2d 1140 [Del. 1989 ) allowed Warner Brothers to retain its poison pill in the face of a hostile takeover. However, these two events provided a mild protection against hostile takeovers-the legislation, which upheld the poison pill, contained caveats as to the extent of the poison pill application. For example, Moran v. Householder International (1985) stated that targets did not have 'unfettered discretion' to use poison pills (500 A. 2d 1346 (500 A. 2d [Del. 1985 : 1355), and the Time- Warner (1989) case was a far from clear pill decision that became extended only in the course of takeover contests in the mid-1990s (Subramanian, 2004 Circon (1996) -conferred stronger immunity to takeover attempts on firms that had already adopted internal takeover defenses. Specifically, the court cases extended the poison pill-a takeover defense that enables shareholders to purchase shares at a discount to the current market price to dilute the equity ownership of the hostile party-to firms with staggered board provisions that delay gaining control of the board by the hostile raider and allow only a fraction of directors to stand for election in a given year (Daines, 2001; Subramanian, 2002; . Because these three takeover defenses work most effectively in conjunction, they enabled Delaware-incorporated firms with staggered boards to implement a poison pill defense, even when the bidder had already won the first proxy contest (Bebchuk, Coates, and Subramanian, 2002) . Target firms could now keep their poison pills in place and use the 'just-say-no defense' against would-be acquirers, regardless of the market premiums these acquirers were willing to pay to shareholders (Abelson, 1996) . 4 Although the change in the Delaware takeover regime has numerous advantages as an empirical setting in which to examine the impact of takeover protection on corporate attention to stakeholders, its relevance may be challenged by the claim that hostile takeover bids occurred rarely in the 1990s. Much research indicates that by the 1990s, hostile takeovers became 'friendly deals,' leading the takeover era of the 1980s' to an end (Davis and Thompson, 1994; Jensen, 2000) . I argue that, though less frequent, hostile takeovers nevertheless posed a substantial threat to incumbent managers in the 1990s. For example, Comment and Schwert (1995) suggest that the decreased number of actual deals does not provide sufficient basis to conclude that managers were less threatened by hostile takeovers in the 1990s compared to the 1980s. Contrary to a popular belief about a clear dichotomization between friendly and hostile takeovers, most deals made in the 1990s were indistinguishable in economic terms, except that hostile transactions involved publicity as part of the bargaining process (Schwert, 2000) . Anecdotal evidence further shows a continued influence of takeover threats on top managers in the 1990s. For example, the founders and managers of Google Inc. justified their decision to retain the majority of the voting rights by evoking the necessity to shield the firm from a hostile takeover. Together, the existing studies and anecdotal evidence suggest that hostile takeovers remained a threat to incumbent managers in the 1990s.
Data and sample
The study uses the Kinder, Lydenberg, Domini & Co. (KLD) data to measure corporate attention to stakeholders. KLD offers multidimensional measures of corporate attention to stakeholders (Hillman and Keim, 2001 ) that have been extensively used by researchers and practitioners alike (Berman et al., 1999; Deckop et al., 2006; Graves and Waddock, 1994) . KLD is a social choice investment advisory firm that relies on independent rating experts to assess how well companies address the demands of their stakeholders based on multiple data sources including annual questionnaires sent to company's investor relations office, firms' financial statements, annual and quarterly reports, general press releases, government surveys, and academic journal publications. The KLD index compiles annual ratings of 650 publicly traded U.S. firms: 500 are part of the Standard & Poor's (S&P) 500 index, and 150 additional firms are included in the Domini 400 Social Index (DSI).
5 This study uses data collected for the period between 1991 and 2002. The final sample represents an unbalanced panel of 878 firms, including a treatment group of 221 Delawareincorporated firms with staggered boards and a 5 The DSI is constructed based on the following rules: it includes 250 S&P 500 companies, 100 non-S&P 500 companies chosen for sector diversification and market capitalization, and 50 additional companies with exemplary social and environmental records. Companies may be removed from the DSI due to corporate actions, violation of exclusionary screens, or poor social or environmental performance. Companies involved in alcohol, tobacco, firearms, gambling, nuclear power, and military weapons are ineligible for inclusion in the DSI; however, such companies may be included in the sample through the S&P 500 index.
control group of 657 companies with no staggered board, or incorporated outside Delaware.
Dependent variables
KLD rates companies on a range of dimensions that reflect how well they cater to community, corporate governance, diversity (to proxy for minorities), the natural environment, human rights, product quality (to proxy for customers), and whether firms' operations are related to alcohol, gambling, firearms, nuclear power, and military contracting. For each dimension, strengths and concerns are measured to evaluate positive and negative aspects of corporate action toward stakeholders. I focus on five KLD dimensions consistently reported between 1991 and 2002: community, minorities, employees, the natural environment, and customers. These dimensions have been selected because they reflect corporate attention to primary stakeholders that impact firms' survival (Clarkson, 1995; Freeman, 1984) and exert considerable influence on corporate strategy (Prahalad and Hamel, 1994) .
Corporate attention to stakeholders
The main dependent variable measures the overall corporate attention to stakeholders and is constructed by aggregating the strengths across the five selected dimensions to obtain a score of total strengths.
6 Because 53 percent of the scores take the value of 0 or 1, I use a binary dependent variable equal to 1 if the firm has been rated as having at least one strength across the five dimensions considered, and 0 otherwise. For robustness, I use a count dependent variable equal to the number of total strengths and obtain even stronger results (see Appendix, Table A1 ). 6 Prior studies have generally constructed a composite indicator of corporate attention to stakeholders by subtracting the concerns from the strengths. However, recent work has suggested this specification to be methodologically questionable. Because KLD's strengths and concerns lack convergent validity, using them in conjunction fails to provide valid measures of corporate attention to stakeholders (Johnson-Cramer, 2004; Mattingly and Berman, 2006) . Hence, this study uses aggregated strengths rather than the difference between total strengths and concerns as an indicator of corporate attention to stakeholders. For robustness, I calculate a net score for each dimension by subtracting total concerns from total strengths and summing the net scores from each dimension. I find similar results.
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Corporate attention across different stakeholders I use five additional dependent variables, each measuring corporate attention to a different stakeholder. Most prior studies have used the aggregate KLD measure, with a few notable exceptions (e.g., Berman et al., 1999; Hillman and Keim, 2001; Johnson and Greening, 1999) . However, more research is needed to understand how corporations attend to different stakeholders (Hillman and Keim, 2001 ). Thus, the study additionally examines the effect of takeover protection on each of the five stakeholders. To that end, I disaggregate the measure of the overall corporate attention to stakeholders. I use a binary dependent variable equal to 1 if the score is greater or equal to 1, and 0 otherwise, for each stakeholder. For robustness, I use a count variable to measure corporate attention to each stakeholder. I use a Poisson model to estimate the regression models and find qualitatively similar results (see Appendix, Table A1 ).
Shareholder value
The market-to-book ratio (M/B) is used to calculate shareholder value in the short term (one year into the future: MB t+1 ) and in the long term (two and three years into the future: MB t+2 , and MB t+3 ). Technically, M/B is measured as the sum of market value of equity and book value of debt divided by the book value of assets. Intuitively, the measure equals the ratio of the firm's market value (equity plus debt) to the replacement cost of its physical assets (book value of assets), and is high when the firm has valuable intangible assets, such as managerial skill, monopoly power, goodwill, or a stock of patents, in addition to physical capital (Morck, Shleifer, and Vishny, 1988) . M/B is commonly used to approximate Tobin's Q (Lindenberg and Ross, 1981) . Though Q is often considered a noisy signal of how well managers serve shareholders' claims, it is a forward-looking market-based measure of financial performance that indicates the market expectation of the present value of future profits that the company will generate from the current assets in place.
Explanatory variables
Takeover protection
The Delaware court decisions reduced the threat of hostile takeovers for firms with staggered boards and incorporated in Delaware after 1996. Thus, to measure the threat of hostile takeovers, I use a binary variable equal to 1 if (1) year is greater or equal to1996, (2) the company has a staggered board, and (3) the company is incorporated in Delaware; and 0 otherwise. Consistent with prior literature, 1996 indicates the watershed year when Delaware-based companies experienced enhanced legal protection from takeovers (Subramanian, 2004) . I check for the sensitivity of this date by examining trends in corporate attention to stakeholders prior to 1996. To this end, I construct a dummy variable (pre-change) equal to 1 if the company has a staggered board and is incorporated in Delaware two or three years before the change in the Delaware takeover regime (in 1993 or in 1994); and 0 otherwise. The state of incorporation and the presence of staggered board provisions are determined via Gompers, Ishii, and Metrick (2003) measures constructed using the Investor Responsibility Research Center (IRRC) data on corporate governance. I find no significant relation between the pre-change variable and corporate attention to stakeholders, which provides further evidence that the validation of the poison pill came into effect in the mid-1990s (see Appendix, Table A2 ).
Control variables
Given that the main independent variable-takeover protection-represents an interaction of three variables, those variables must be separately included as controls in the regression models. I include the staggered board variable, equal to 1 if a firm has a staggered board and 0 otherwise, to control for the presence of a staggered board provision in the corporate charter. The Delaware incorporation variable, equal to 1 if the firm is incorporated in Delaware and 0 otherwise, is included to control for Delaware incorporation. The post 96 variable, equal to 1 if the observation year is greater or equal to 1996 and 0 otherwise, is included to control for economy-wide events occurring in and after 1996. The three binary variables are observed annually.
Furthermore, pension fund and insider ownership are included in the regression models to control for alternative governance mechanisms. Since pension funds hold a relatively large proportion of the firms' stock, they are better equipped to effectively monitor incumbent management (Shleifer and Vishny, 1986) . Hence, as managers become
Takeover Protection and Corporate Attention to Stakeholders
271 more accountable to shareholders, they may be less inclined to attend to social issues that deviate from shareholder objectives. In contrast, because pension funds focus on long-term performance of the companies they own (Pound, 1988) , firms with higher concentration of ownership by pension funds should experience more pressure to attend to non-shareholding stakeholders. I measure pension fund ownership as the percentage of stocks owned by the pension fund with the largest share.
7 Shareholders of pension funds are identified using a list of pension fund names and their corresponding institutional manager numbers (Dittmar and MahrtSmith, 2007 ). This list is subsequently matched with annual institutional ownership data provided by Thomson Financial.
Insider ownership may motivate managers to maximize shareholder value at the expense of other stakeholders, as it aligns the incentives of both shareholders and managers. Conversely, because insider ownership shields incumbent managers from the takeover market, executives with equity holdings should increase their support for diverse stakeholders in pursuit of long-term goals. I measure insider ownership as the sum of shares in the company held by corporate insiders divided by the total number of shares outstanding. Corporate insiders include those having access to nonpublic, material, inside information. Insiders are identifiable because they are required to file Securities and Exchange Commission forms (3rd, 4th, and 5th) when trading their company's stock. Data on insider ownership report the number of shares held by corporate insiders, excluding stock options, and are drawn from Thomson Financial Insider holdings.
I further control for other forms of takeover protection, such as firm-specific takeover defenses. Intuitively, if firms are already protected from hostile takeovers by firm-specific antitakeover measures, I should find no significant relation between the Delaware takeover protection and corporate attention to stakeholders. To account for those alternative takeover defenses, I include the Governance Index as a control variable (Gompers et al., 2003) . The Governance Index counts the number of antitakeover measures falling broadly into five distinct groups: tactics for delaying hostile bidders (Delay), voting rights (Voting), director/officer protection (Protection), other takeover defenses (Other), and state laws (State). Higher values of the index indicate greater corporate immunity to takeover threats.
Finally, I control for corporate characteristicsbook leverage, performance, and size-that may influence corporate attention to stakeholders (Waddock and Graves, 1997) . Book leverage is measured annually as the total book value of debt divided by the book value of total assets. Size is measured annually as the natural logarithm of sales. Performance is measured annually as the return on assets indicated by the ratio of earnings before interest, taxes, depreciation, and amortization (EBITDA) to total assets. All measures are drawn from Compustat.
Shareholder vs. stakeholder models: model specification
I examine the effect of takeover protection on corporate attention to stakeholders with the differencein-differences (DD) method, widely used to assess the influence of policy and law changes (Bertrand and Mullainathan, 2003) . The DD method is similar to the matched-sample (MS) method-it compares the treatment group (firms affected by the law) to the control group (firms not affected by the law), while holding other variables constant. However, because the MS approach allows for matching only on a limited number of firm characteristics (e.g., size), it may lead to a sample selection bias, as the sample size becomes artificially and arbitrarily restricted. The DD method, in contrast, allows for a comparison across all firms' characteristics and the use of the entire universe of firms both in the treatment and control groups, reducing a coefficient bias that may arise from a nonrandom sample selection. The DD approach can be intuitively understood as a comparison of corporate attention to stakeholders between Delawareincorporated firms with staggered boards (the treatment sample) before and after 1996, and firms without staggered boards, or incorporated outside of Delaware (the control sample) before and after 1996. Thus, I compare the difference in corporate attention to stakeholders of the treatment sample before and after 1996 to the difference in attention to stakeholders of the control sample before and after 1996. The difference in these differences 272 A. Kacperczyk serves as the estimate of the effect of Delaware court decisions on corporate attention to stakeholders.
The following random effects logistic regression model is estimated to examine the effect of takeover protection on corporate attention to stakeholders:
where i indexes firms, s indexes the state of incorporation, k indexes the state of location, t indexes time, y iskt is the dependent variable equal to 1 if the sum of the strengths that measure attention toward stakeholders is greater than 0, and 0 otherwise. The main explanatory variable D t equals 1 if a firm is incorporated in Delaware, has a staggered board, and t is greater or equal to 1996. P O iskt measures the percentage of stock ownership of the pension fund that has the largest share in the firm, I O iskt measures the sum of insider equity holdings, and GI M iskt is the Governance Index (Gompers et al., 2003) that measures the number of other takeover protections for firm i. The vector of control variables, X iskt , includes size, performance, leverage, and the three binary variables that measure separately whether a firm is incorporated in Delaware, the year of incorporation is greater or equal to 1996, and whether the firm has a staggered board provision in its charter.
To address concerns related to unobserved heterogeneity and autocorrelation, firm-random effects (β i ) and time-fixed effects (α t ) are used. 8 Moreover, the state of location and the state of incorporation tend to differ, reducing the concern that a change in economic conditions in the state of location is a third factor that accounts for both the passage of the law and the change in corporate attention to stakeholders. Finding a positive sign 8 Due to a nonlinear nature of the logistic function, firm-fixed effects would lead to an exclusion from the sample of those firms for which KLD ratings are time invariant. Because such exclusion would produce biased estimates, firm-fixed effects cannot be used. Instead, I use firm-random effects to control for unobserved heterogeneity, consistent with the results of the Hausman test (Hausman, 1978) . For robustness, I replace the binary variable for each stakeholder, with an alternative specification of the dependent variable-equal to log (1 + sum (strengths)). This count variable, commonly used in industrial organization and strategy research (e.g., Kortum and Lerner, 2000) , indicates the sum of strengths. I estimate OLS regressions with firm-fixed effects, and find qualitatively similar results. of coefficient estimate of the Delaware takeover protection would provide support for the hypothesis derived from stakeholder theory (Hypothesis 1b), suggesting that a Delaware-incorporated firm with a staggered board after 1996 is γ times more likely to attend to its stakeholders, as compared to its counterpart in the control sample. Conversely, finding a negative coefficient estimate would provide support for the hypothesis derived from the shareholder view (Hypothesis 1a), suggesting that a Delaware-incorporated firm with a staggered board after 1996 is γ times less likely to attend to its stakeholders, as compared to its counterpart in the control sample.
Attention to stakeholders: a long-term investment, or a form of managerial self-dealing?
This study further attempts to tease out relief from short-termism and managerial self-dealing. To that end, I examine the joint effect of the takeover protection and corporate attention to stakeholders on shareholder value, measured by the market-to-book ratio. I use ordinary least squares (OLS) regression models with firm-and year-fixed effects. A positive coefficient on the interaction term will provide support for relief from short-termism, implying that long-term shareholder value increases for firms more likely to attend to stakeholders (Hypothesis 2a). Conversely, a negative coefficient on the interaction term will provide support for the self-dealing hypothesis, which predicts a decrease in shareholder value for firms that increase their attention to stakeholders under stronger takeover protection (Hypothesis 2b). Table 2 presents the results estimated using firmrandom effects regressions to test the hypothesized relation between takeover protection and corporate attention to stakeholders. Model 1 shows the estimates for the effect of takeover protection on the overall corporate attention to stakeholders, while Models 2-6 present estimates for the effect of takeover protection on corporate attention across different stakeholders. In each model, the coefficients on the Takeover protection variable discriminate the hypothesized negative (Hypothesis 1a) vs. positive (Hypothesis 1b) effect of takeover protection on corporate attention to stakeholders. Takeover protection leads to an increase in the overall corporate attention to stakeholders (Model 1), corporate attention to community (Model 2), and to the natural environment (Model 4), but it has no effect on corporate attention to minorities (Model 3), employees (Model 5), and customers (Model 6). In the subsequent section, I conduct additional analyses to further understand the mechanisms underlying these findings. Overall, the results presented in Table 2 provide support for the stakeholder (Hypothesis 1b) vs. shareholder paradigm (Hypothesis 1a), showing that companies with staggered boards and incorporated in Delaware are more likely to increase their attention to stakeholders' demands following an increase in takeover protection, as compared to the control group of firms. A negative effect of takeover protection on corporate attention to stakeholders, as predicted by the shareholder view, does not find support in any of the regression models. All results are robust to the use of a count measure as an alternative specification of the dependent variable (Table A1 ). Table 2 also shows that pension fund ownership is positively related to corporate attention to stakeholders, in line with the results from previous studies (Graves and Waddock, 1994; Johnson and Greening, 1999) . Due to a large portfolio ownership, pension funds are less likely to divest stocks without affecting the stock price (Pound, 1988) and they may, therefore, take greater interest in firms' returns over a long period of time. Insider ownership exhibits a significant positive association with corporate attention to customers, suggesting that managers with high ownership stakes are more likely to cater to stakeholders. The Governance Index is positively correlated with corporate attention to community. Including the index in the models further strengthens the precision of the coefficient that estimates the effect of the Delaware takeover protection on corporate attention to stakeholders, and shows that the change in the Delaware takeover regime has a significant predictive power above and beyond firm-specific takeover defenses. Performance is positively associated with the overall attention to stakeholders (Model 1), and more specifically, with firms' attention to minorities (Model 3), employees (Model 5), and customers (Model 6). A negative association is found between performance and corporate attention to the natural environment (Model 4). Broadly, these results are consistent with the line of research that documents a positive relation between attention to stakeholders and financial performance (e.g., Waddock and Graves, 1997) . Financial leverage shows a significant negative association with corporate attention to employees and customers, and a positive association with attention to the natural environment. Consistent with Titman (1984) , these findings suggest that financially constrained firms concerned with meeting their future obligations are less likely to provide support for employees and to attend to customers. Firm size is positively associated with corporate attention to stakeholders in all models, indicating that larger firms are more likely than smaller firms to cater to stakeholders' interests. Larger firms may take advantage of economies of scale and cater to stakeholders with funds that represent a smaller percentage of their total assets. Larger firms are also more likely to become the target of social activists, policymakers, socially responsible institutional investors, and stakeholders, in general.
RESULTS
Descriptive statistics
A long-term investment or a form of managerial self-dealing? Multivariate analysis
I now conduct a test to distinguish between relief from short-termism and self-dealing. Relief from short-termism suggests that those firms that increase their corporate attention to stakeholders under stronger takeover protection should experience an increase in long-term shareholder value (Hypothesis 2a) relative to their counterparts that do not change their attention to stakeholders. In contrast, managerial self-dealing suggests that firms that increase their attention to stakeholders when shielded from takeover threats should experience a subsequent decrease in shareholder value (Hypothesis 2b) relative to those firms that do not change their attention to stakeholders. Table 3 (Panel A) shows the results of the firm-and yearfixed effects regressions. The positive coefficient on the interaction term between takeover protection and corporate attention to stakeholders suggests that those firms which have staggered boards, are incorporated in Delaware after 1996, and that increase their overall attention to stakeholders, experience a subsequent increase in shareholder value one and two years into the future. In contrast, the negative coefficient of takeover protection indicates that firms that do not cater to stakeholders after the increase in takeover protection experience a subsequent decline in shareholder wealth one year into the future. Together, these findings provide evidence that takeover protection leads to an increase in corporate attention to stakeholders by relieving CEOs from short-termism (Hypothesis 2a). In contrast, the alternative mechanism-managerial self-dealing (Hypothesis 2b)-finds no empirical support.
Because takeover protection leads to an increase in corporate attention toward community and the natural environment, but not toward employees, customers, or minorities, I conduct additional analyses to examine how the change in corporate attention to each stakeholder separately affects future shareholder value. The results (Table 3 , Panel B) show that long-term stock market value increases for firms more attentive to community, the natural environment, and minorities. The increase in the long-term (two and three years into the future) stock market value suggests that the value of corporate attention to the above groups may be underappreciated by the stock market. In the current period t, the market does not entirely understand 276 A. Kacperczyk the long-term benefits associated with attention to those stakeholders, taking up to three years to incorporate the entire value of such investments into the stock price. In contrast, Table 3 (Panel C) shows no significant effect on long-term stock market value for companies that increase their attention to employees or customers. This suggests that the market does not significantly undervalue corporate attention to employees and customers because a change in how firms address the demands of those stakeholders is incorporated into the stock price either immediately (for customers), or after one year (for employees).
DISCUSSION
This study examines how corporate governance affects firms' attention to non-shareholding stakeholders. The results provide support for stakeholder theory, showing that firms are more likely to attend to stakeholders when shielded from takeover threats. In contrast, the hypothesis derived from the shareholder model, suggesting that corporate attention to stakeholders will decrease with higher takeover protection, finds no empirical support. The study provides additional evidence that relief from short-termism rather than managerial self-dealing underlines the increase in corporate attention to stakeholders. Together, these findings contribute to the long-standing debate about the purpose of the firm-they document the relevance of the stakeholder model for explaining how firms' resources are allocated when the interests of shareholders and stakeholders conflict. Future research could try to understand how managers distribute corporate resources in other types of settings that breach the contracts between shareholders and stakeholders. Recent examples of corporate bankruptcies and the subprime mortgage crisis provide excellent contexts in which to explore the tension between the shareholder and stakeholder conceptions of the firm. 
MBt + 1
MBt + 2 (8) The study also contributes to the current understanding of the differential corporate attention to various stakeholders. Takeover protection leads to higher managerial attention to the natural environment and community, but has no effect on attention to customers, employees, or minorities. Moreover, the stock market undervalues corporate attention to community, the natural environment, and minorities, but not to customers, or employees. One interpretation of these somewhat surprising findings may be that community, the natural environment, and minorities represent institutional stakeholders that impose normative expectations on firms. In contrast, employees and customers are technical stakeholders with whom the firm is involved in resource exchanges (Mattingly and Berman, 2006) . Benefits that accrue to the firm from attending to institutional stakeholders are uncertain and difficult to assess by shareholders. For example, by catering to community, minorities, and the natural environment, firms can acquire intangible and difficult to measure resources (Atkinson and Galaskiewicz, 1988; Dechant et al., 1994; Galaskiewicz, 1985; Hart, 1995; Shrivastava, 1995) , such as legitimacy and reputation.
Conversely, benefits that accrue to the firm from attending to employees and customers are easier to assess by shareholders because those stakeholders are more central to shareholder value, representing part of the firm's traditional production function (Delery and Doty, 1996; Pfeffer, 1994) . A body of work further shows that customer and employee-friendly firms are able to attract and retain a better quality workforce, securing higher sales and greater shareholder value (Berman et al., 1999; Luo and Bhattacharya, 2006; Sen and Bhattacharya, 2001; Turban and Greening, 1997; Waddock and Graves, 1997) . Together, these findings indicate that, when protected from takeover threats, managers extend their attention to institutional stakeholders-community and the natural environment-typically undervalued by the stock market.
Consistent with the results suggesting that the stock market undervalues corporate attention to institutional stakeholders, the study finds that firms that increase their attention to those stakeholders experience a subsequent increase in their longterm stock market value. Conversely, since the market does not undervalue corporate attention to technical stakeholders, an increased attention to those stakeholders does not lead to a significant change in the firm's long-term stock market value. Future research could build on these findings in an effort to extend our understanding of how governance affects corporate attention to different stakeholders, and to contribute to the growing body of work that tries to understand the unique contribution of each stakeholder group to a firm's success (Post et al., 2002) .
While the results provide support for relief from short-termism-suggesting that takeover protection sets managers free to cater to institutional stakeholders-the question arises whether takeover protection also enabled CEOs to derive direct private benefits. Therefore, in additional analyses, I focus on the impact of the Delaware takeover protection on executive compensation, typically considered a factor that significantly increases managerial welfare (Jensen, Murphy, and Wruck, 2004) . To that end, I use Compustat's Execucomp database to collect data on total current compensation (TCC), which includes salary, bonuses, and other annual compensation. The results (Table 4) show that executive compensation is higher for takeover-protected Delaware-based firms compared to firms in the control group.
This finding indicates that, in addition to higher attention to stakeholders, the takeover protection in Delaware directly increased managerial welfare via greater total compensation. One interpretation of these results suggests that, immune to takeover threats, managers may have diverted part of corporate resources to directly increase their welfare, while committing part of the resources to support the interests of non-shareholding stakeholders. Hence, one policy implication of these findings would be to enact state-level takeover protection in conjunction with policy instruments to discourage CEOs from pursuing excessive private benefits. Future studies could further investigate how external governance mechanisms, such as the threat of hostile takeovers or activist shareholders, should interact with managerial compensation to impact the welfare of non-shareholding stakeholders.
A number of additional suggestions for further research relate directly to the limitations of the study. A promising avenue of research inquiry would be to investigate the impact of governance on the welfare of non-shareholding stakeholders. The present study is limited with respect to documenting the impact of takeover protection on stakeholder welfare. Instead, the study uses KLD dataset to understand corporate attention to stakeholders, consistent with the recent developments in stakeholder research that conceptualize KLD measures as the indicators of social action toward stakeholders rather than the indicators of social performance outcomes (Mattingly and Berman, 2006) . Conceptualized in that way, KLD data provide appropriate measures for the purpose of this study, which focuses on the inputs of corporate 280 A. Kacperczyk attention toward stakeholders rather than the outcomes of those actions.
Furthermore, KLD data have been broadly criticized for their subjectivity triggered by the perceptual standards used by rating agencies in general. Critics of KLD argue that subjective rating standards limit the validity and reliability of KLD's measures as the indicators of corporate attention to stakeholders (Entine, 2003) . Furthermore, in a recent study, Chatterji, Levine, and Toffel (2007) find that KLD environmental measures are poor predictors of firms' future environmental performance.
Although KLD dataset may be subject to limitations inherent in social rating systems, its advocates argue that the data provide a set of reliable and valid measures of corporate attention to stakeholders (Mattingly and Berman, 2006; Sharfman, 1996) . Because the purpose of KLD is to deliver objective information on corporate attention to stakeholders to institutional investors, the rating agency has an incentive to remain objective rather than to be politically or ideologically driven. Nevertheless, using more objective measures of social consequences of corporate behavior, such as corporate expenditures on stakeholders as a proportion of sales or profits, would enrich our understanding of mechanisms underlying corporate attention to stakeholders. Hence, developing and testing objective indicators of corporate attention to stakeholders is one of the most important directions for future research.
Although this study documents that firms protected from hostile takeovers are more likely to make charitable contributions to community and attend to the natural environment, the study is limited with respect to teasing out the instrumental and normative components of those actions. Indeed, one interpretation of the findings may be that firms engage in a separation fallacy (Freeman, 1994) in that they separate 'business' from 'ethics,' buying off the support of stakeholders via charitable donations to community and corporate support to the natural environment. In partial support of this interpretation, I find that shareholders benefit from higher attention to non-shareholding stakeholders. Yet another interpretation of the findings would suggest that, when immune to takeover threats, managers are able to integrate socially responsible and value-enhancing actions and to achieve 'win-win' outcomes. This interpretation is consistent with Freeman's claim contending that, even though attention to stakeholders has traditionally been regarded as either the means to achieve managers' and stockholders' ends or as the firms' moral and ethical obligation to all stakeholders, self-serving and other-serving corporate behaviors are inseparable (Freeman, 1994) .
Whereas this study indicates that instrumental motives may underline corporate attention to stakeholders, one could not eliminate the alternative explanation suggesting that, when relieved from takeover threats, managers are more likely to act as 'good citizens' and to enhance the welfare of shareholders and non-shareholding stakeholders alike. Future studies could contribute to this discourse by teasing out empirically the motives behind managerial attention to stakeholders. Furthermore, examining if and how corporate efforts to address the needs of stakeholders improve the welfare of those constituencies would shed more light on this debate.
CONCLUSION
This study is the first one to document the positive effect of takeover protection on corporate attention to stakeholders. In the context of hostile takeovers, two coexisting conceptions of the purpose of the firm are directly compared. The study finds that when managers are immune to hostile takeovers, they broaden their conceptualization of value creation that privileges the interests of shareholders and technical stakeholders, such as employees and customers. Incumbent CEOs expand their attention to institutional stakeholders, such as the community and the natural environment that are indirectly connected to the public corporation. The study further finds that firms that expand their attention to include institutional stakeholders experience higher shareholder value in the long run. Overall, the findings make a step toward advancing a new understanding of corporate governance-one that eschews a narrow focus on shareholder interests to incorporate a broader view of balancing the interests of all stakeholders in the process of creating value for organizations and society today. 
